
The Company’s share of direct revenue and expenses of the jointly
owned facilities is included in operating revenue and expenses in the
consolidated statements of income.

Coyote Station Lignite Supply Agreement—Variable Interest Entity—
In October 2012 the Coyote Station owners, including OTP, entered into
a lignite sales agreement (LSA) with Coyote Creek Mining Company,
L.L.C. (CCMC), a subsidiary of The North American Coal Corporation,
for the purchase of lignite coal to meet the coal supply requirements
of Coyote Station for the period beginning in May 2016 and ending in
December 2040. The price per ton paid by the Coyote Station owners
under the LSA reflects the cost of production, along with an agreed
profit and capital charge. CCMC was formed for the purpose of mining
coal to meet the coal fuel supply requirements of Coyote Station from
May 2016 through December 2040 and, based on the terms of the
LSA, is considered a variable interest entity (VIE) due to the transfer
of all operating and economic risk to the Coyote Station owners, as
the agreement is structured so that the price of the coal would cover
all costs of operations as well as future reclamation costs. The Coyote
Station owners are also providing a guarantee of the value of the assets
of CCMC as they would be required to buy certain assets at book value
should they terminate the contract prior to the end of the contract
term and are providing a guarantee of the value of the equity of CCMC
in that they are required to buy the entity at the end of the contract
term at equity value. Under current accounting standards, the primary
beneficiary of a VIE is required to include the assets, liabilities, results
of operations and cash flows of the VIE in its consolidated financial
statements. No single owner of Coyote Station owns a majority interest
in Coyote Station and none, individually, has the power to direct the
activities that most significantly impact CCMC. Therefore, none of the
owners individually, including OTP, is considered a primary beneficiary
of the VIE and the Company is not required to include CCMC in its
consolidated financial statements.

If the LSA terminates prior to the expiration of its term or the
production period terminates prior to December 31, 2040 and the
Coyote Station owners purchase all of the outstanding membership
interests of CCMC as required by the LSA, the owners will satisfy, or
(if permitted by CCMC’s applicable lender) assume, all of CCMC’s
obligations owed to CCMC’s lenders under its loans and leases. The
Coyote Station owners have limited rights to assign their rights and
obligations under the LSA without the consent of CCMC’s lenders
during any period in which CCMC’s obligations to its lenders remain
outstanding. In the event the contract is terminated because regulations
or legislation render the burning of coal cost prohibitive and the
assets worthless, OTP’s maximum exposure to loss as a result of its
involvement with CCMC as of December 31, 2017 could be as high as
$57.1 million, OTP’s 35% share of unrecovered costs.

Income Taxes
Comprehensive interperiod income tax allocation is used for
substantially all book and tax temporary differences. Deferred income
taxes arise for all temporary differences between the book and tax
basis of assets and liabilities. Deferred taxes are recorded using the
tax rates scheduled by tax law to be in effect in the periods when the
temporary differences reverse. The Company amortizes investment
tax credits over the estimated lives of related property. The Company
records income taxes in accordance with ASC Topic 740, Income Taxes,
and has recognized in its consolidated financial statements the tax
effects of all tax positions that are “more-likely-than-not” to be
sustained on audit based solely on the technical merits of those
positions as of the balance sheet date. The term “more-likely-than-not”
means a likelihood of more than 50%. The Company classifies interest
and penalties on tax uncertainties as components of the provision
for income taxes. See note 13 to consolidated financial statements
regarding the Company’s accounting for uncertain tax positions.

The Company also is required to assess the realizability of its deferred
tax assets, taking into consideration the Company’s forecast of future
taxable income, the reversal of other existing temporary differences,
available net operating loss carryforwards and available tax planning
strategies that could be implemented to realize the deferred tax assets.
Based on this assessment, management must evaluate the need for,
and amount of, valuation allowances against the Company’s deferred
tax assets. To the extent facts and circumstances change in the future,
adjustments to the valuation allowance may be required.

On December 22, 2017, the Tax Cuts and Jobs Act of 2017 (TCJA)
was signed into law. The major impacts of the changes included in the
TCJA are discussed in note 13 to consolidated financial statements.

Revenue Recognition
Due to the diverse business operations of the Company, revenue
recognition depends on the product produced and sold or service
performed. The Company recognizes revenue when the earnings
process is complete, evidenced by an agreement with the customer,
there has been delivery and acceptance, the price is fixed or
determinable and collectability is reasonably assured. In cases where
significant obligations remain after delivery, revenue recognition is
deferred until such obligations are fulfilled. Provisions for sales returns
are recorded at the time of the sale based on historical information
and current trends.

For the Company’s operating companies recognizing revenue on
certain products when shipped, those operating companies have no
further obligation to provide services related to such product. The
shipping terms used in these instances are FOB shipping point.
The majority of the revenues recorded by the companies in the
Manufacturing and Plastics segments are recorded when products
are shipped.

Customer electricity use is metered and bills are rendered monthly.
Revenue is accrued for electricity consumed but not yet billed. Rate
schedules applicable to substantially all customers include a fuel
clause adjustment, under which the rates are adjusted to reflect
changes in average cost of fuels and purchased power, and a
surcharge for recovery of conservation-related expenses. Revenue is
recognized for fuel and purchased power costs incurred in excess of
amounts recovered in base rates but not yet billed through the fuel
clause adjustment, for conservation program incentives and bonuses
earned but not yet billed and for renewable resource, transmission-
related and environmental incurred costs and investment returns
approved for recovery through riders.

Revenues on wholesale electricity sales from Company-owned
generating units are recognized when energy is delivered. For shared
use of transmission facilities with certain regional transmission
cooperatives, revenues are estimated. Bills are rendered based on
anticipated usage and settlements are made later based on actual
usage. Estimated revenues may be adjusted prior to settlement, or
at the time of settlement, to reflect actual usage.

Under ASC Topic 815, Derivatives and Hedging, OTP accounts for
forward energy contracts as derivatives subject to mark-to-market
accounting unless those contracts meet the definition of a capacity
contract or are not subject to unplanned netting, then OTP accounts
for the contracts under the normal purchases and sales exception to
mark-to-market accounting.

Warranty Reserves
Certain products sold by the Company’s manufacturing and plastics
companies carry product warranties for one year after the shipment
date. These companies’ standard product warranty terms generally
include post-sales support and repairs or replacement of a product
at no additional charge for a specified period of time. While these
companies engage in extensive product quality programs and
processes, including actively monitoring and evaluating the quality
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